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Tki.s appeal is made pursuant to section 25567 of
the Revenue axd Taxation Code fron the action of the Frmchise
Tax Boa.rd on the protests of S'aresa Farm$, Tnc, 7 nGw Harr3.s
FaTiriS, WL, agaimt proposed assUy.. j_L~Csments of additional
frai'lchise tax in the ax~ou.nt~. of $L,9300k7 and $3,623.94- for
the income years ended iGarch 319 2.959, and Xarch 31, 1960,
respectively.

Appell.ant,  a WLf0rni.a corporation, is. engaged in
farming land located in Arizona and iiz Czi.:ifornia. The
California farming operati.on is coi-;,ducted  as a partnership
under the name of J & J i+nc;h, 'AppeXLant has a one-half
intwest in the partnersh5.p  md CJ_a.re;~ce  .Yl. and Cornelia V, Sozes
have the other one--ha.2.f interest.
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a balance condition whereby the salt removed annually equals
the quantity applied in the irr igation water. For ta?*
purposes for the years in question, the cost of the.tlle
drains was deducted from income as -a current eyense. Howaver 4
resnondent has determined that the cost should r’lave been
capitalized,

On- April 25, 1958, appellant merged or consolidated
with Jaresa Cotton Co., an Arizona corporation tJ’nich opera-ted.
a farm, a service station, a motel, a cafe 9 and  a cum.0 ShOp o
Thereafter 5 the same officers assisted in the management of
both the J & J Ranch and the Arizona operations. All ofDthe
o-aerations are financed throug’h the personal guarantee ;irthe
p>esident and principal stockholder, Mr. Jack harris,
the years in question, annellant determined its California
income by use of t’ne thre;-factor a l l o c a t i o n  f o r m u l a .  _
Respondent determined that appellantis  business within and
WithOUt the state is not Unitary in nature and, accordingly,
that the California income should be computed on a separate
accokting  basis e 1

The first issue presented in this case is wInether
the cost of contructin,u and installing the. tile drains should
be cspitalizcd  or allotred as a current expense deduction,

0. Section 24369 of the Revenue and Taxation Code
provicks:

In the case of a taxpayer engaged in the
business of farming ‘f e,xpenditures  made for
the purpose of soi&__  and water conservation

and the prevention of erosion of land used
in farming shall be allowed as deductions.
Under Section 2&3k30  For the purposes of
this section, the term “exoenditures  made for
the p-~izp o sa of soil and tra’i;er conservation
and the prevention of erosion” means ezqendi-
tures for the treatment, moving, or cultivation
of earth, including (but not limi.ted to)
level ing, grading and terracing, contour
f urrow3ng ‘i t’ne constructi.on of diversion
cb.,annel_s  and drainage ditches, the control and
protection of watercourses 1 outlets, and ponds,
the planting and cultivation of cover and
protective crops or windbreaks, the control of
.weeds and.brush  and other s-oecial or emergency
culti.vation  and tillage; but such -term does not
include the -purc’htise  9 construction, installation,
or improvement of structures p aFpli.ances  9 and
facilities made of masonry, concrete, tiie, .
metal 9 or wood, such as tanks, reservoirs, pmes,
conduits, canals, dams, wells,  and pumps,  wnlcn
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are subject to the allokm>ce  for depreciation
provided in Secti.ons 2k3k9 to 24.35’;, inclusive O
For the pw?ose of this section, the term
“land used in faming11 me?ans  land used (prior
to the e;qenditure  for conservation o;ade by the
taxGayer)  by the taxgayer  or its tenant or the
predecesso,7 owner or its tenant for the
production of crorjs, fruits, and similar
agricultural products or for t’ne sustenance
of livestock,

Appellant contends that the tile drains >!ere
experimental since their effectivemss  was uncertain, It urges
that the cost of the drains is deductible either as a business
expense under section 2k31r-3  of the Revenue and Taxation Code
or as a soil and water conservation emense’ under section
2’+369 o Respondent takes the position that section 24369
specifically precludes the deduction of the cost of the tile
drains o

We conclude that the dost of the tile draim is not
a currently deductible expense but must be capitalized, It
is clear fron section 2k369 that the costs of installing tile
facilities such as pipes, conduits, and canals, wE_ch are
subject to an allowance for depreciation, do not .qualify ,as
deductible expenses  mider that section, The drains in qwstion
were installed as new structur‘es with anticipated useful lives
extending substamtiall-y beyond t’he year of installation. Ihei-i
though. there may have been sow doubt as to their effectiveness 9
they are capital assets subject to allowances for depreciation,
(i<ed. St~_~‘r_e,3,st &.FroductsS_2A,  25 T,C. 321.) T h e  s t a t u s  o f
the drains as depreciable Drope:yty  is substantiated by
respondent’s regulation .wn!i_ch -,:ovides that:

For exa3J.ple, eqemlitwes  in respect 0-f
d.epreciable  pro? erty i-r_cXucie those for
materials,_supplies,  vages, fuel,  hauling,
and dirt moving for X&iiT.g structures SUC‘n
2s. ta5!i,S, resemoirs,  p i p e s ,  . 1co-qmits 9
canal_s, dms 9 veKl.s, or pum s coqosed of
masonry,. concrete, tile, metal, or wood.
(Cal . .  Ad:nin,  Code, tit, 18, reg. 2&369(b),-
subd. (2) (A) 0 >

Although this .-regulation  was adopted afte? the ye&s here
involved, it .is a reasonable interpretation which does not
conflict wit’h any prior regulation,

The other question presenterj is \d?ether aopellwt
conducted a unitary business so that its e-satire  income t?ay
properly be combined and allocated within and without the
state by a fornlula method pursuant to section 25101 of the
tievenue  and Taxation Code, rather than by separate accounting.
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T h e  CalifornLa Sqreme Court has held that a unitary.
business e;<j_sts if’ there j_s (1.) unity of o w n e r s h i p ,  (2) U n i t y
of operation evidence/d by central urchasing ) adverti sing,
accounting j and ma?m.gement  9 m\‘i. (3P imlty of xse in the
central~~zed~e~~dcutive  force and genera?. systein 0s” operation;
A7 i F +.hm nner2t.i  or1 n,c 'i;h,e business vi.i;'nin Czlifornia  contribut
to-or  depends upon the operation of t.h,e business outside_ ___
Calif orn’;.ao (I323tLer  BroA v, XcCol.~an, 17 C a l .  2 d  oo(‘-4 [Xl F.2d

Sdi so-n K!ifornia~~~F~ aff’d, 315 U,5. 501 [86 mEd,q9?!-l; _ -I-=-I~
s,Inc. v, NcCo&an, 30 C a l .  2 d  ‘~72 r183 P .2d 16L j---_II ____-_._-

SunerLor Gil_ Co, v, F'ranc'n:! Tax Roara-I____', 60 Cal. 2d kO6 [ 31; Cal*
~C~~m~~~x’-jFj~~ o 26 j~-?j-fi&m  ]_UIU  c$I__~-  v . Fr an.ckLseT_a.;c
333x& 69’ Cal_ o 2d kl? [3’i-?&_ e i$tr  o 552, 386 P Q 2d T0.i 0 )

0

-& In our op Inion, the record in this roatter doks not
establ..rsh th.e existence of a unitary business. A-ppellant’s
operation- in Cali.forini.a  consists of a 50 percent interest in
a. farming partnership 7 while it operates .in Arizona a variety
of  enteq3ri.ses  i including a farm. The same officers assist in
the management of aILl of the operations and all of t’ne
operations are fin,anced  through_ t’ne personal gua.ra;~tee  of the
president cand principal stockholder. Those features 9 bo-i:ieverj
are to be expected in almost my case where a closely .held
corporation operates 2 number of enterprises. They do not
demonstrate in themselves that the various enterprises depend
upon or contribute to each other or that the profit of each
e;atcJqYise  ris materiall,v affected by the operation of the
o"L%lez~ enterp ri se s o AppeUant  1 s income fron the Calif0rni.a
enterpidse  f therefore, should be determkned by separate
acco~_r~t:i.ng  and not by combining the income from all of the
operations and alI.ocating a portion of it to California by
the formula method o

\
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I3.ms:um.t  to the views expressed in the opinion of
the board. on file in this proceeding, and good cause appearing
therefor)

e s
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-j-T 1.2 Hx2-jjf ();~QX$“~D,  Ag,J-(JDC-‘I<D  $39 DECRxED  ‘) pursuant
to section 2555’7  of the Xeveme and Taxation Code, that the
action of the Franchise Tax Board oi? the protests of Jaresa
Farms, Inc., now Harris Farms, Inc., against proposed
assessments of additional franchise tax in the amouilts of
$1,930eb7 and $3s623.9’4- for the income years e-Fded
Karch 31, 1959, .znd March 31, 1960,  yespectivel-y, be and the
sme is hereby sustained,

Done at Sacramento California, t'nis 15th day
of December 9 1966 , by the Stite Boaj?d of Xqualization.

, Chairman
_ri

: t:::::

, Member

5 Secre tary

-254-


